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Dear Rhiannon,

Setting Price limits for 2010-15: Framework and approach - a consultation paper

Thank you for giving Southern Water the opportunity to comment on your proposed
Framework and Methodology for PR09. A key strength of the current regulatory framework is
the established 'rules' by which we are regulated. This supports investor confidence and
promotes improvements in service delivery in respect of both customers and the environment.

We recognise that regulation evolves and we trust that Ofwat will adopt the principles of better
regulation in making such changes. The introduction of the Strategic Direction Statement was
a good initiative and should make a material contribution to the integration of the five-yearly
price review process into longer term planning.

The methodology paper contains some potentially helpful proposals to the regulatory regime;
however, there remains significant uncertainty over the detail of exactly how initiatives such
as menu regulation and the revenue cap will be implemented. The final methodology paper
needs to set out more than just the principles of these initiatives so that companies can
understand the implications.

We welcome Ofwat's initiative to address new challenges in the sector including climate
change and support the further development of the regulatory regime to meet these
challenges.

We would like to offer the following comments in the order they are raised in the paper:

Framework and Approach

We welcome the objectives set out in the methodology and the stated commitment to better
regulation principles. It is important that companies recognise the needs of stakeholders and
customers when making their business plans to ensure that they are developed to meet the
needs of customers. Clearly, the needs of customers across the UK will differ, depending on
regional issues.

We support the need to incentivise companies to deliver efficiency and to give customers
value for money. Giving companies opportunities to out-perform expectations is a strong
incentive, the benefits of which are then passed through to customers. However, the draft
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